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Dear Indiana Citizens: 
 
Once again, it is my pleasure to present you with our semi-annual Report to Indiana Citizens on the State’s Finances. 
December 31, 2003 marked the halfway point for Indiana government’s 2004 fiscal year. This Report provides you with 
critical State fiscal data in an easy to understand format. Some of the conclusions one might draw from this information 
are as follows: 
 
• For the third year in a row, we have a negative balance in the General Fund and Property Tax Replacement Fund 

Surplus at the mid-point of the State fiscal year, as shown on page 2. This is the “checking account” used to run day 
to day government operations.  At first glance, the June and December 2003 Surpluses appear slightly higher than 
the prior year’s. However, as we note in our commentary, when payment delays and annual cash transfers are taken 
into account, the State’s balances are actually lower than they were one year ago. 

 
• Over the past three and one-half fiscal years, we have seen State government’s cash and investment balances fall by 

over 60%, leaving Indiana government with less and less money to cover shortfalls and placing the State’s ultimate 
ability, and responsibility, to pay its bills in a precarious position. 

 
• Over the past two fiscal years, the State has witnessed an increase in personal service expenditures (salaries, benefits, 

and some contracts) of nearly $100 million, or over 5.5% (page 4). These increases accompanied a decrease in the 
number of full-time State employees and a State Retirement Incentive Program that was supposed to result in 
decreased costs to the State. 

 
• The funding of Indiana government has become more dependent upon Riverboat Wagering Taxes. The “Big Three” 

– Sales Taxes, Individual Income Taxes, and Corporate Income Taxes – are now the “Big Four” with the addition of 
Riverboat Wagering Taxes as a major funding source for Indiana government’s $22.8 billion biennial budget. 

 
Our government leaders need the input of a well-informed public to get Indiana government finances back on the right 
track. I hope this publication helps Hoosiers better understand the true state of Indiana government’s finances. Please e-
mail your questions or comments to comments@audlan.state.in.us, or call (317) 232-3300. This Report along with other 
valuable information is also available on our website at www.in.gov/auditor.  
 
Sincerely, 
Connie Nass 
Auditor of State 
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General Fund and Property Tax Replacement Fund Surplus (“Surplus”) 

Indiana’s “General Fund and Property Tax Replacement Fund Surplus” (“Surplus”) is the State’s checking 
account, supporting the day to day operations of State government.  The Surplus includes the Property Tax 
Replacement Fund, the Reserve for Tuition Support, the Rainy Day Fund, and the accounts that revert to 
the General Fund at the end of the fiscal year.  By law the Surplus must be no less than zero on June 30.   
 
The graph at the bottom of this page shows the Surplus on December 31, the mid-point of each fiscal year, 
and June 30, the end of each fiscal year, for December 1998 through December 2003.  The Surplus has 
decreased from a high of $1.991 billion on June 30, 1999 to a low of $522.0 million on June 30, 2002 .  
The Surplus increased slightly by June 30, 2003 to $689.7 million.  The December 31, 2003 Surplus is a 
negative $622.2 million.  For the third year in a row the State has had a negative Surplus on 
December 31.   
 
The December 31 deficits are caused in part by July cash transfers to certain non-reverting accounts and 
funds outside the General Fund.  These transfers are made at the beginning of each fiscal year to cover the 
year’s anticipated expenses. The transfers, which are authorized by the biennial budget bill, cover items 
such as the State match for the Federal Medicaid program, and were $850 million on December 31, 2002 
and $579 million on December 31, 2003.  Taking these transfers into account, the December 31, 2003, 
Surplus was actually $93 million lower than the December 31, 2002, Surplus. 
 
The June 30, 2002 and 2003 Surplus balances are positive in part because of payment delays to schools for 
tuition support and to counties for the property tax replacement and homestead credits.  The payment 
delays totaled $373.7 million on June 30, 2002 and $661.9 million on June 30, 2003. As with the 
December 31 transfers, taking into account the payment delays, the June 30, 2003 Surplus is $120.5 
million less than the June 30, 2002 Surplus. 
 
We therefore see the continuation of the downward trend in our state government's finances. The 
month to month Surplus remains negative throughout most of the fiscal year and the constitutional 
requirement of a balanced budget is still only met through significant payment delays to our schools 
and local governments. 



This graph shows that not all cash and investments are available to fund the day to day operations of 
State government.  Fiduciary funds (shown in red), which the State holds in trust for the benefit of others, 
by law are restricted and may not be used for the State government’s general operations. The graph shows 
fiscal year end (June 30) cash and investment balances for FY 92 through  FY 03 as well as the December 
31, 2003 (FY 04) balance. Only the cash and investments represented by the blue portion of the graph 
could be made available to cover negative cash balances in the General Fund and Property Tax 
Replacement Fund. 
 
The total cash and investment balances have declined by 60.14%, from $5.37 billion on June 30, 2000 
down to $2.14 billion on December 31, 2003.  The non-fiduciary fund balances reached a high of  
$5.65 billion on Jun 30, 1998 and are down to a low of $1.75 billion as of December 31, 2003.  If this 
trend continues, the state's ability to pay its day to day obligations will be compromised.   
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Cash and Investment Balances (all funds) 

The graph above shows the decline in the State’s cash and investment balances for all funds from July 1997 
(FY 98) through December 2003 (FY 04).  The balance was $9.65 billion in July 1997 (FY 98) and rose to a 
high of  $11.86 billion in April 1999 (FY 99).  By December 31, 2003 (FY 04) the cash and investment 
balance had decreased to $2.14 billion. The decrease of  $3.68 billion in May 1999 (FY 99) and $3.26 
billion in June 2000 (FY 00) resulted from the Teachers’ Retirement Fund and the Public Employees’ 
Retirement Fund becoming entities independent of State government. 
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 State Employment Data 
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Revenues and Expenditures of the Primary Government FY 2003 
(GAAP Basis of Accounting) 

Where the money comes from: 

Where the money is spent: 

Taxes account for almost 60% of Indiana's revenues, of which 75% comes from individual income tax and 
sales tax.  The State sales tax increased 20%, from 5% to 6%, effective December 1, 2002.  Operating 
grants represent more than one-third of Indiana's revenues, the biggest component of which is Federal 
grants received for specific purposes. 

The largest portion of the State's expenses (34.1%) is Welfare, which includes $4.1 billion spent for 
Medicaid assistance.  Approximately 2/3 of this expense is funded through operating grants (largely 
federal), with the remainder funded by general revenues.  Education, which makes up 55.7% of the 
General Fund budget, comprises 32.5%, or $6.2 billion, of the State's total expenses and is funded mostly 
from general revenues.  Education expenses are composed of tuition support, transportation, and the ADA 
(average daily attendance) flat grant distribution. 



The General Fund and Property Tax Replacement Fund receive revenue from sales tax, individual income 
tax, corporate income tax, riverboat wagering tax, and 8% from various other revenue sources.  During 
fiscal year 2003, the revenue mix was changed by the General Assembly, increasing the sales tax 
percentage and authorizing the deposit of riverboat wagering tax into the funds.  In fiscal years 2000 
through 2002, sales, individual, and corporate taxes remained stable, accounting for approximately 92% of 
the revenues.  By December 31, 2003 that percentage had decreased to 86.9%.  Riverboat taxes are now a 
major component of the State’s $22.8 billion biennial budget. 

6 

General and Property Tax Replacement Fund Revenue Trends (Cash Basis) 
A Detailed Analysis of the Four Primary Revenue Sources 

Sales Tax 
 
In the first half of fiscal year 2004, sales taxes 
accounted for 46.8% of the General Fund and 
Property Tax Replacement Fund revenue (General 
Fund revenue). For the first half of FY 04, sales tax 
receipts were $400.4 million (20.8%) higher than the 
previous year. The increase is largely due to the 
20% increase in the tax rate from 5% to 6% that 
became effective December 1, 2002.  However, 
receipts were still $91.5 million (3.8%) below the 
target that was set April 10, 2003 by the Economic 
Forecast Committee. 
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The State’s budget is 
prepared based on 
revenue forecasts.  
Therefore, deficits are 
greater when actual 
revenues fall below the 
forecast amount. 



Riverboat Wagering Tax 
 
Riverboat wagering tax accounted for 4.6 % of the 
General Fund revenue in the first half of FY 04 compared 
to none in FY 00.  Prior to FY 03 the State’s share of the 
riverboat wagering tax was deposited into the Build Indiana 
Fund.  Starting with FY 03 the State’s share of the riverboat 
wagering tax is deposited into the Property Tax Replacement 
Fund.  At the end of each fiscal year beginning with FY 03, 
funds are to be transferred to the Build Indiana Fund to bring 
its revenue total to $250 million.  In FY 03, $136,209,071 was 
transferred.  The State’s share of  riverboat wagering tax for 
fiscal years 2000 - 2004 was as follows: 
 
FY 2000   $246,114,118 
FY 2001   $260,193,774 
FY 2002   $285,139,922 
FY 2003   $430,886,629 
FY 2004 (first half)   $228,637,277 

Individual Income Tax 
 
Individual income taxes accounted for 35.2% of General 
Fund revenue in the first half of FY 04.  First half FY 04 
revenue was $61.2 million (3.6%) above the amount 
collected for the same period in FY 03 but was $25.9 million 
(1.5%) below the revenue target prepared April 10, 2003 by 
the Economic Forecast Committee.  Individual income tax 
revenue, which had been decreasing monthly on a year to 
year basis, began an upward trend starting in August of 
2002.  In the previous 25 months, July 2000 through July 
2002, the 12 month average revenue had declined by an 
average of three tenths of a percent per month. Since August 
2002 the 12 month average revenue has averaged a three 
tenths of a percent increase per month with a decline in only 
five of those 17 months.   

Riverboat Wagering Tax
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General and Property Tax Replacement Fund Revenue Trends (Cash Basis) 
A Detailed Analysis of the Four Primary Revenue Sources (Continued) 

7 
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Prior to fiscal year 2003 
riverboat wagering taxes 
were not  deposited into 
the General and Property 
Tax Replacement Funds. 

Prior to fiscal year 2003 
riverboat wagering taxes 
were not deposited into the 
General and Property Tax 
Replacement Funds. 

Corporate Income Tax 
 

Corporate income tax revenue continues to decline and for 
the first six months of FY 04 accounted for only 4.8% of 
the General Fund revenue compared to 10.8% in FY 00.  
During the first six months of FY 04, each month’s revenue 
has been lower than the same month in the previous year.  The 
first six months’ revenue of $240.0 million was $32.8 million 
(12.0%) below the $272.8 million revenue for the first six 
months of FY 03,  and $114.3 million (32.3%) below the 
$354.3 million revenue for the first six months of FY 02.  The 
revenue for the first six months of FY 04 was $12 million 
(4.8%) below the $252 million revenue target prepared by the 
Economic Forecast Committee on April 10, 2003.  The 
change in the twelve month moving average of corporate 
income tax revenue has been positive only 13 times in the 
42 months that began July, 2001. 


